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MERLAND EXPLORATIONS LIMITED 


DIREGFORSSREPORT 
TO THE SHAREHOLDERS 


During 1973 Merland maintained a 
rapid rate of expansion in its oil and 
gas division and achieved dramatic 
increases in reserves and production 
capability. The Company expended 
$2.7 million on exploration and pro- 
duction drilling, gathering systems 
and plant equipment and has bud- 
geted $3.5 million towards the 1974 
programs. Results from the mining 
division showed some en- 
couragement while the flooring di- 
vision profits diminished. 


The Company successfully nego- 
tiated the purchase of five privately 
owned Alberta gas companies having 
petroleum assets independently 
valued at an amount in excess of $4.5 
million. The Company financed this 
purchase and the large scale de- 
velopment of its own properties 
through additional bank loans and 
the sale of $3.5 million of Company 
securities. A sale of property for $1 
million together with increased bank 
lines of credit are expected to pro- 
vide adequate funds to support the 
planned 1974 programs without re- 
sorting to other forms of financing. 


The Company’s gross reserves, be- 
fore royalties, are estimated to be 
approximately 230 billion cubic feet 
of gas and 600,000 barrels of crude 
oil, or more than four times such 
reserves at December 31, 1972. Daily 
delivery potential is projected to in- 
crease to 35-40 million cubic feet of 
gas per day, net to Merland, during 
the course of the year. 

Drilling activity in 1973 was in- 
tensive and the Company directly 
and indirectly participated in over 


100 exploratory and development 
wells. 175 wells are planned to be 
drilled during this year, of which 100 
will be under Merland’s operational 
control. Nearly 25% of the drilling 
budgets are devoted to wildcat ven- 
tures most of which are already 
underway. 


The newly acquired companies 
and our own producing plants began 
to generate income towards the end 
of last year and 1973 financial results 
do not, therefore, properly indicate 
1974 and future production and sales. 
Price adjustments will have a very 
favourable impact on cash flow as 
new contracts are negotiated. Based 
on current tax and royalty provisions 
the Company feels that an annu- 
alized rate of cash flow in the order 
of 45 to 60 cents per share (on a fully 
diluted basis) is an achievable goal 
by the last quarter of 1974. 


The technical staff has been en- 
larged at the Calgary office and the 
directors take this opportunity to 
welcome new members to the firm 
and to thank the employees of all 
divisions who have contributed so 
much to Merland’s success. 


Mr. Chas. Robinson, who has ser- 
ved faithfully as a member of the 
Board for many years, has retired and 
we wish to thank him for his con- 
stant support and contribution to the 
Company. 


Sincerely, 


George T. Smith, President 
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EXPLORATION AND DEVELOPMENT 


Exploration emphasis remained primarily in Alberta 
where at year end the Company held interests in 
420,000 gross acres for a net of 130,000 acres. The 
Voyager Petroleums Limited project, in which Mer- 
land has earned a 20% net working interest, drilled 35 
wildcat wells, of which 20 are gas producers at 
Holden and North Hamilton Lake. Merland has in- 
vested 500 thousand dollars to date in this successful 
venture. 


The Canus Petroleum Limited exploration program, 
which commenced at year end has to date made 5 oil 
discoveries out of the seven wells drilled in the Taber 
and Red Coulee, areas of Alberta. The intention of 
the operators is to drill 30 to 35 exploratory wells 
ranging in depth from 3,000 to 8,500 feet at a total 
cost of 3.5 million dollars over the next two and one 
half years. Merland has a 20% participation in this 
exciting oil and gas exploration project. 


Merland participated in a number of successful 
drilling ventures on its properties at Westlock, Big 
Bend, Bantry, and Jarrow, all of which offer oppor- 
tunities for development during 1974. 


A major development program was undertaken last 
year at Bantry, Alberta which commenced gas de- 
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liveries at year end. Cost to date is approximately 3 
million dollars and Merland as operator, has a 50% 
working interest. 


In Saskatchewan, the Company has net interests in 
50,000 acres but is waiting on clarification of govern- 
ment pricing policy before making any major com- 
mitments to properties other than Horsham. In the 
Hudson Bay, Aquitaine has a sizable exploration 
project planned for 1974 and this could well spark 
some interest in Merland’s 62,000 net acres of off- 
shore holdings. 


Budgets for the current year include expenditures 
of nearly 3 million dollars for development drilling, 
pipelines, plant and equipment designed to expand 
production at Bantry, Bindloss, Medicine Hat, 
Holden, Hamilton Lake, South Alderson, Viking and 
Westlock in Alberta and Horsham, Saskatchewan. 
Approximately 750 thousand dollars will be devoted 
to exploration for Company and partnership ven- 
tures. 


On the following four pages we have highlighted 
with maps those areas where Merland’s capital in- 
vestment is already substantial and where intensive 
expansion activity is underway. 


BANTRY 
Acreage: 26,400 (gross) — 13,200 (net) 

In 1973 Merland, as operator, completed fifty- 
seven Milk River-Medicine Hat formation wells, in- 
stalled a 2,000 h.p. compressor station, dehydration 
facilities and a thirty-one-mile gathering system. Six 
deeper Mississippian tests were also drilled, resulting 
in two gas and two oil discoveries. 


During 1974, in addition to expanding compression 
and gathering facilities, the Company plans to drill a 
further twenty-three Milk River-Medicine Hat wells 
and two more Mississippian exploratory wells. 


The current phase of development work is de- 
signed to increase gas production from 13 million 
cubic feet per day to 20 million cubic feet, with 
Merland’s share being 8.4 million cubic feet. 
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WESTLOCK 


Acreage: 33,760 (gross) — 8,100 (net) 
By the end of 1973 four natural gas discoveries and 
one dry hole had been drilled. Three of the tests, 


including the dry hole, were drilled at no cost to 
Merland. 


In 1974 Canada Northwest Land, as the operator, 
plan to drill five additional wells. Gas production 
should commence in the fourth quarter with Mer- 
land’s share amounting to approximately one million 
cubic feet per day. 


Acreage: 22,880 (gross) — 22,880 (net) 


By the end of 1973 the Company had drilled 
eighty-six Milk River formation gas wells, which are 


presently producing 10.6 million cubic feet per day 
net to Merland. 


Current production capability is 13.5 million cubic 
feet per day and a number of wells will be drilled 


during 1974 to maintain and expand the potential of 
this field. 


ELKWATER 
Acreage: 8,320 (gross) — 4,700 (net) 


By the end of 1973 forty-six Milk River gas wells 
had been drilled and tied into the Conlac plant by a 
thirty-two mile gathering system. 


During 1974 Merland, as operator, plan to drill nine 
additional wells to supply a recently negotiated con- 
tract for 8 million cubic feet per day, of which 4 
million cubic feet per day will be net to the 
Company. 
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VIKING 
Acreage: 63,000 (gross) — 13,400 (net) 

By the end of 1973 Merland had participated in the 
drilling of twenty widely spread exploratory tests to 
earn an interest in this large parcel of land. Ten wells 
were successful gas discoveries, and ten wells were 
dry. 

During 1974 a further ten wells are planned to be 
drilled, to increase production to 8 million cubic feet 
per day, of which 1.7 million cubic feet would be 
Merland’s share. Voyager Petroleum and Albany Oil 
and Gas are the project operators. 


JARROW 
Acreage: 13,760 (gross) — 4,860 (net) 


In March, 1974, Merland sold its interests in the 
Jarrow Gas Unit No. 1 and the proposed No. 2 Unit, 
encompassed within the area of Twp. 45, Rge. 10 for 
approximately $1,000,000. 

The remaining eighteen to twenty sections in 
which Merland has retained working interests rang- 
ing between twenty percent and fifty percent are 
believed to have commercially viable gas prospects. 
Prior to the sale, Merland, as operator, drilled an 
exploratory test on a portion of this retained acreage 
and successfully completed a gas well. Another well 
is planned to be drilled during the current year. 


RED COULEE 
Acreage: 5,400 (gross) — 1,088 (net) 


Late in 1973 Merland participated in the drilling of 
one successful oil well and two dry holes with Canus 
Petroleum, the project operator. 


During 1974 four additional wells are planned. 
Merland’s share of production should average ap- 
proximately seventy barrels per day initially and 
waterflooding should double productive capacity. 
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TABER 
Acreage: 23,040 (gross) — 2,304 (net) 


Early in 1974 Merland participated, with Canus Pe- 
troleum as project operator, in the drilling of four 
successful oil wells in the area. 


Ten additional wells are planned during the cur- 
rent year in this general area and it is expected that 
crude oil presently being trucked to markets will be 
tied into nearby transmission lines. 


HOLDEN 


Acreage: 120,000 (gross) — 24,000 (net) 


During 1973 Voyager Petroleums, the operator, 
drilled thirty-five exploratory tests, twenty of which 
were completed as gas wells (fourteen in Holden and 
six in North Hamilton Lake). The remaining fifteen 
wells were abandoned. 


In 1974 one additional well is planned to be drilled 
and four of the earlier wells are to be connected to 
the Holden gathering system to produce 8 million 
cubic feet per day, 1.6 million cubic feet per day, 
being the net to Merland. 


The Holden acreage has the potential for in- 
creasing production substantially with further drilling 
and development. 


Some of the Hamilton wells could be put into 
production late 1974. 


HORSHAM 
Acreage: 10,885 (gross) — 3,810 (net) 


In 1973 four shallow horizon gas wells were drilled 
and completed. 


With Merland as project operator, development 
work planned for the current year will include the 
drilling of thirty-four wells, installation of com- 
pression facilities and a twenty-five-mile gathering 
system. The Company’s share of production is es- 
timated at 2.8 million cubic feet per day. 


MERLAND EXPLORATIONS LIMITED 


PRODUCTION 


GAS — Daily rates of gas production net to Merland 
are presently in excess of 15 million cubic feet per 
day. This rate will be expanded to something over 35 
million cubic feet per day by the last quarter of 1974. 
Company operated plants at Bantry, Medicine Hat, 
Bindloss, South Alderson and Horsham will account 
for approximately 75% of this total, the balance of 
production coming from participation through pro- 
duction, operated by others. 

OIL — There are now 5 operating oil wells under 
Canus management and while some deliveries are 
currently being made by truck, it is expected that 
following development drilling and water-flood 
projects at Red Coulee and Taber, pipelined daily 
rates of production will increase to 500-600 barrels 
per day. Merland’s share is 20%. 


RESERVES 


The Company has traditionally reported its es- 
timates of reserves on a net, after royalty basis. In 
early 1974 the Alberta Government, from whom most 
of the Company’s producing acreage is leased, re- 
moved the previous ceiling on royalty rates. Under 
these conditions, where the royalty rate varies with 
price, the Company believes that it would be more 
meaningful to present its reserve estimates on a gross 
basis, showing the Company’s interest in reserves 
before deduction of royalty payable to governments 
or other lessors. 


The following table is the Company’s estimate of 
proven and probable reserves before deduction of 
lessors royalty, with previous years restated on the 
same basis. 


April 

1974 1972 1971 
Natural Gas 
Billions of Cubic Feet 230 50 15 
Oil 
Thousands of Barrels 600 = = 


MINING DIVISION 


Merland continues to maintain its 10% working 
interest in the Yorbeau Mines Ltd. properties in 
Chibougamau. The Managers, Campbell 
Chibougamau Ltd., feel confident that a small gold 
property located at Gwillam Lake, about five miles 
from the mill, is a viable mining proposition and 
feasibility studies are underway to consider com- 
mencing operations this summer. 


The Company investigated, by drilling, a nickel 
copper prospect at Reynar Lake, Ontario but results 
were disappointing. No further mining exploration 
ventures are planned during 1974 as the Company 
plans to concentrate all its energy and resources on 
the expansion of its oil and gas division. 


Dr. Gordon Siddeley requested a leave of absence 
and has undertaken to manage an exploration project 
abroad, for other groups. This is an opportunity to 
thank him for his diligence and loyalty to the Com- 
pany during his four-year term of employment. 


FLOORING DIVISION 


Lumber prices more than doubled during the past 
year and as a consequence, sales suffered. Nev- 
ertheless, the division contributed profits in excess of 
$50,000, a very commendable performance under the 
circumstances. As competitive products to hardwood 
flooring rise in price, it is expected that the Parquet 
division will, during the latter part of this year, regain 
its traditional share of the market on profitable terms. 


FINANCIAL REVIEW 


Merland and its subsidiaries had a consolidated 
cash flow of $185,000 in 1973. Consolidated net loss 
for the period was $55,000 after deducting non cash 
items including depreciation, depletion and amor- 
tization of $124,000 and mining project expenses 
written off of $101,000. 


In October, 1973 your Company successfully com- 
pleted a private placement of 450,000 common shares 
at $2.22 per share and $2,500,000 convertible income 


debentures at par to provide the capital required for 
the purchase of the new subsidiary companies and 
the exploration and development program for the 
balance of 1973. Total capital expenditures of the 
petroleum division including assets acquired in the 
purchase of the above companies amounted to 
$7,037,000 in 1973. 


Bank lines of credit have been increased to in 
excess of $7 million and will provide adequate fi- 
nancing for the 1974 petroleum division program. 


AUDITORS’ REPORT TO THE SHAREHOLDERS 


We have examined the consolidated balance sheet of Merland Explorations Limited 
and subsidiaries as of December 31, 1973, and the consolidated statements of profit and 
loss and deficit and source and application of funds for the year then ended. Our 


examination included a general review of the accounting procedures and such tests of 


accounting records and other supporting evidence as we considered necessary in the 


circumstances. 


In our opinion, these financial statements present fairly the financial position of the 


company and its subsidiaries as of December 31, 1973, and the results of their operations 


and the source and application of their funds for the year then ended, in accordance 


with generally accepted accounting principles applied, after giving retroactive effect to 
the change to the deferral method of income tax allocation referred to in note 9 to the 


financial statements, on a basis consistent with that of the preceding year. 


Toronto, Ontario. 
April 24, 1974 


PEAT, MARWICK, MITCHELL & CO. 


Chartered Accountants 
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ASSETS 

Current assets: 1972 — 
Cash and term: deposits .ccco.cocascctc tke eee ee $ 753,870 81,461 

Marketable securities, at the lower of cost or written-down value 
(quoted market value, 1973 — $51,053; 1972 — $243,133) ........... Serer, 218,473 
ACCOUNES: reCeiVvab ley aiceccacie cs Ss so Secs Roo ere cae 193,180 114,128 
Funds receivable as project operating manager... eeeeeeeeseeeeeees 1,332,406 115,648 
Funds paid in advance to project operating managers ............ee 120,000 45,308 
Inventories, at the lower of cost or replacement COSt ............ceeeee 193,847 55,080 
Mortgage principal due: within One yates... eee = 4,760 
Prepaid expenses asic. renee inet tee ee eee 19,750 4,432 
Total current assetsagc cece ieee eee ee ee eee 2,664,780 639,290 
72% mortgage receivable. i. .iiee-c-getea tect emecen ere see eee eee eee ee ee te = 126,471 
| Meth yeCetU [key ae LOL WAKG) A) eceeeeanncesacntncoascaadonsccemmensasacescogadecrsconocurbadteroddoaonehooscosccSSees = 4,760 
= 121711 

Fixed assets at cost less accumulated depreciation: 
Building; smachinenyand/ equipment enaacctese nce ee 186,354 183,951 
Less ‘accumulated, depreciation in. eehee a cae ee eee 127,098 115,037 
SIN 56 68,914 
Wea: coats i ree icra men rte cee oe cee ee Nn ee eee ec 42,000 42,000 
101,256 110,914 
Project expenses at cost, less amounts written off: 

Interests in petroleum and natural gas leases, rights and gathering 
system together with development thereon (note 3) .............. 7,392,418 483,028 
Deferred? mining exploration «costs: eres. s ee aan eee on eee 33,981 121,768 
7,426,399 604,796 
Investment in shares of mining and oil exploration companies, at cost . 50,000 86,000 

Expenses on issue of shares and debentures, net of accumulated amor- 
EZaLl Orie eS OZ (1972 al) ae eee eee ae eee 208,317 86,687 
InNCOrpOration) Expenses cncmereaeice ees, wero ee eae Rn ee eee 1,407 748 
$10,452,159 1,650,146 


See accompanying notes 
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ATIONS LIMITED 


SIDIARIES 


lance Sheet 


1973 
res for 1972 (note 9) 


LIABILITIES 
Current liabilities: 


Accounts payable and accrued expenses 
Debenture interest payable (note 5) 
Sales and other taxes payable 


Income taxes payable by subsidiary companies 
Funds received in advance as project operating manager 


Bank loans repayable within one year (Note 4) .o...ccccccccsseceeseeeeeeeees 


LOtAIBEUTTeTIE ADIL eS maya eee toce aerate ara em eee aie fer 
SOSA RNES WE ECA ea Rss eee eee re eae 
DerenredaimeOmentaxesa( NOlCn 9) seria cs tear et. cc. cee reat ctu ica sede see ceteeee ese ene eats 


BabiauOans mON-CUCrenL DOntIO Mi MOte: 4) hac. saeueneraves eth pe dheen tee seoereate ones 
7% convertible income debentures, series A due October 1, 1983 (note 5) 


Shareholders’ equity: 
Capital stock (note 6): 
Authorized — 7,500,000 shares without nominal or par value 
Issued and fully paid — 4,642,500 shares (1972 — 4,090,000 shares) . 
IS TIEN Es (INO LC wa) ee tes eat tere ene etree tee en accent ee eae natura 


On behalf of the Board: 
GEORGE T. SMITH, Director 


WILMOT L. MATTHEWS, Director 


solidated financial statements. 
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$ 1,683,644 
42,192 
8,558 
15,851 
12,074 
810,000 


2,572,319 


295,300 
3,143,200 
2,500,000 


3,039,532 
(1,098,192) 


1,941,340 


$10,452,159 


1972 
174,655 


13,392 
5,347 
62,682 


79,200 


335,276 
25,000 
22,200 

361,800 


1,948,907 


(1,043,037) 


905,870 


1,650,146 
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MERLAND EXPLORATIONS LIMITED 


AND SUBSIDIARIES 


CONSOLIDATED STATEMENT OF PROFIT AND LOSS AND DEFICIT 
Year ended December 31, 1973 
with comparative figures for 1972 (note 9) 


Net sales: 1973 
Oiland natural: Gas ccccgicteccsecstach. leetes aceon $ 188,927 
Parquet, Flooring odivisSion) ..2ecccsswteassecoueereenasereeetecaceusteces Oe eeeaee mercer meee 487,210 

$9) 676,137 

Net profit from operations before the undernoted items. ......................... $ 105,144 

Depreciation, amortization, and (depletion eee reece eeere ee 121,708 

Interest bam 5.20 45.8525 Ae nsec ee eee ee 71,613 
— debentures (including amortization of expenses of 

$1921) ac echt eee ee ee 44.113 

237,434 

Net profit (loss) from’ Operations: cece ee cee renee (132,290) 


Other income (charges): 


Gain on-sale of interests ini projectS*— Netiieq. eee ee = 
(GEA) (Ue) On GEV) TANS YSU cecoscosscccnadcoazcsuboccoccesoocsancasactostes 126,796 
Decrease in provision for decline in value of marketable securities = 
Project. expenses “written loft tp Saeco to eee eet et ree eee (101,486) 
Tg So ot) eae Reem ens ae nae UL PenORED Sv SEROR eA Pe en Rc EERIE CS Se a a 33,930 
CECE ara eevee See ee 8,745 
67,985 
Net profit (loss) before taxes on income and extraordinary 
HCO IVD oe ete ee oie ace ie ee eee ee (64,305) 
Taxes-onincome:: (note: 9) 2 eee etce aie ee ete eee ee ee (9,150) 
Net profit (loss) before extraordinary iteM ou... cee (55,155) 
Extraordinary item: 
Reduction of income taxes due to application of losses sustained in prior 
VEars | (MOLE: 9) Cae ca. ai- mover SSehtescnsaeretene Pena tiem en ae en ee = 
Net profit: (OSS) isin ance ese ne, ree ane eee ae ene (553-1155) 
DéficiU beginning jot Yeates: .uie.c- 1a eee en eee eee ee eee (1,043,037) 
Deniciteend Ot) year tsern: Sects! ois cuore iat va ie eee ee $(1,098,192) 
Earnings (loss) per share (note 8): 
Net profit (loss) before extraordinary) item... nee $ (.013) 
Extraordinary. (teil cc.usca usin acoso ern eee = 
N@t: PrOtit (lOSS) <tc avait csgee eee he de ee ee ee $ (.013) 


See accompanying notes to consolidated financial statements. 
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1972 


26,112 
601,583 


627,695 
50,249 


14,261 
20,411 


109,208 
(137,697) 
206,662 
(92,763) 
10,494 

1,823 


97,727 


113,304 
44,000 


69,304 


13,800 


83,104 


(1,126,141) 
(1,043,037) 
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MERLAND EXPLORATIONS LIMITED 


AND SUBSIDIARIES 


CONSOLIDATED STATEMENT OF SOURCE AND APPLICATION OF FUNDS 


Year ended December 31, 1973 
with comparative figures for 1972 (note 9) 


Funds provided: 


Operations: 
INIGTE. (BEROHTAN UCI) tee nae Aaa ns arr nena tae ean ene nem Be ements heat ae 


Add (deduct) items not involving funds: 
Delenecmtaxesm(NOLG go) ertee cate ences oncectams ore eee oe nate eco, 
Depreciation, amortization and depletion ..................c000 
BLO) CEUEEX DENSE SMT ICEE IO | lime. eran ine, oe e nnn ences ha rae 
EOSSTONmSalerOfeMOlt@ad Car eee er. merc eee eh. eee 
Gainvon sale offinterests in, DrOjectS qcg.sesacee ee 


Funds: provided by OpenratiOns: fecccces ccs cceescereesscasescsoe-os- 


Deferred taxes acquired on purchase of subsidiary companies (notes 2 
GACH) ) eee eee er cae ee nee een SRE) 28 EO as akg Ao ts A ON 


Reduction of long-term portion Of Mortgage ..........cccccccsseseeeseeneeseees 


Increase in non-current portion of bank loans, including $2,167,500 
acquired on purchase of subsidiary companies (notes 2 and 4) 


Proceeds from. issue of share Capital) (mOte 16) cicicencdece.snecwrcepes eaceaeonsnes 
ProOceedsullommsale, OF IMtEFests. IM PTO] @CtS) c.secc<tess.cacc--pecetnaerac cee ceeseersces 
Procgeedsmrompsalenoindebenturess (MOteeS)memrrsrresecsester se eeaerer es 
Proceeds (oimpesdl @x@talIVESUMMEM tS: x: eacasseunc.ccxssseanetv onesie aeteneesrsreeasbteass 


Ota nUUGS) PROVIC CC pment etasrt cane meioa vas east rates 


Funds used: 


Project expenses, including petroleum and natural gas interests of 
$4,327,945 acquired on purchase of subsidiary companies (note 2) 


PUECC AS CuO luc LIX CIMAS SOUS Meer ac nad, Miter alle h eest detrshs deh ota veae co ciaendc. axe inte 
Decrease in accounts payable excluded from current liabilities ....... 
Expenses incurred on issue of share capital and debentures ............. 
DE hae tte ae ees eer Mace ace eres eee sete NM el Bevan Seared ssh dvesentona cd oaks toate 
Otalehumdss USEC he meme en wees eee ter cases otes omeeon ses 

Net decrease ineworking Capital 22c....nccscveet nseessccrs-<es 

WWGEKIN GaGa tal me RIMM SiO NOY Cali ceccces cccctec. caccecneesentrocte te ecbesneouryesuentmientsrcanet 
Working scapital@end, Of Yeah: (MOTE: 4) astyssase, ssacescorscaracenscsumieasoaueasdnegteenscccteese 
Net decreasesin: WOrking Capitalid.cnc snare ccereacre sucenstne 


1973 


$ (55,155) 


(15,950) 
123,629 
101,486 

30,978 


240,143 


184,988 


289,050 
90,732 


2,781,400 
1,090,625 
4134 
2,500,000 
36,000 
6,791,941 


6,976,929 


7,036,869 
2,403 
25,000 
123,551 

659 
7,188,482 

$ 211,553 


$ 304,014 
92,461 


Sez 11,553 


See accompanying notes to consolidated financial statements. 


1972 


83,104 


22,200 
14,261 
92,763 


(109,208) 
20,016 


103,120 


4760 


73,800 
5,625 
113,032 


197,217 


300,337 


323,701 
5,555 
13,000 


342,256 
41,919 


345,933 
304,014 


41,919 
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MERLAND EXPLORATIONS LIMITED 


AND SUBSIDIARIES 


NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 
December 31, 1973 


Principles of Consolidation: 
The consolidated financial statements include the accounts of the following wholly-owned subsidiary 
companies: 


(i) Acquired prior to December 31, 1972: 
Northwest Oils Limited 
Amerco Investments Limited 
Parquet Flooring Company Limited 


(ii) Acquired October 4, 1973: 

Conlac Gas Limited 

Elkwater Natural Gas Limited 

Fairmont Gas Limited 

Hatton Gas Company Limited 

South Eastern Utilities Limited 
The consolidated financial statements include the results of operations of the five subsidiary companies 
acquired during the year from the date of acquisition to December 31, 1973. Details of net assets acquired 
are disclosed in note 2 to the consolidated financial statements. 


Purchase of Subsidiary Companies: 


On October 4, 1973, the company acquired for a cash consideration of $1,900,000, all of the issued shares of 
five petroleum companies located in Alberta (note 1). Expenses in connection with this acquisition 
amounted to $95,215. Details of net assets acquired are as follows: 


Book Value 
in Acquired Fair 
Companies Value 
Petroleum and natural gas interests $3,374,639 4 327,945 
Other non-current assets 659 659 
3)375,298 4,328,604 
Deferred income taxes 289,050 289,050 
Bank loans 2,657,500 2,657,500 
Less amounts due within one year 490,000 490,000 
2,167,500 2,167,500 
918,748 1,872,054 
Working capital 123,161 123,161 
Nets assets acquired $1,041,909 1957'S 


The company is amortizing the excess purchase cost of $953,306 related to petroleum and natural gas 
interests over production of the estimated proven and probable reserves of the companies on the basis of 
independent appraisals obtained. 


Interest in Petroleum and Natural Gas Properties: 


The costs of acquiring interests in proven and unproven oil and gas properties, and the development costs 
of wells are capitalized when incurred. Depletion is provided on property costs, including development 
costs of productive wells, on the unit of production method based on the total of estimated proven and 
probable reserves of oil and gas, on an area by area basis. 

Costs of non-productive areas are charged to expense when the properties are abandoned. 


Bank Loans: 


The bank loans are secured by a general assignment of book debts and by the companies’ interests in 
petroleum and natural gas contracts covering production proceeds from certain gas properties. 

Subsequent to December 31, 1973, the companies were granted additional bank lines of credit of approxi- 
mately $1,000,000 relating to expenditures incurred prior to that date. The terms of the lines of credit call for 
repayment in equal amounts over a five year period. 


MERLAND EXPLORATIONS LIMITED 


AND SUBSIDIARIES 


7% Convertible Income Debentures, Series A, due October 1, 1983: 


The 7% convertible income debentures were issued on October 4, 1973 pursuant to a Trust Indenture. The 
Trust Indenture provides that under certain circumstances: 


(i) Payment of interest may be deferred. 
(ii) The debentures may be converted into capital stock of the company as set out in note 6. 
(iii) The debentures may be redeemed at the option of the company at specified premiums. 


The company has agreed to establish a sinking fund for annual payments to the Trustee commencing in 
1979 of an amount sufficient to retire $500,000 principal amount of debentures in each of the years 1979 
to 1982. 


The debentures are not secured by any charge against the assets of the company. Various covenants of 
the Trust Indenture restrict the company in regard to declaration of dividends and the creation of any 
charge against the company’s assets. 


Capital Stock: 
During the year, the following common shares were issued for cash: 
Number of 
Shares Amount 
Exercise of options 102,500 $ 90,625 
Issued to purchasers of 7% debentures 450,000 1,000,000 
552,500 $1,090,625 


At December 31, 1973, 90,000 shares were reserved for the exercise of options granted to key employees, 
exercisable at varying dates to October 31, 1975 at prices ranging from $1.24 to $2.25 per share. 


The 7% convertible income debentures are convertible until September 30, 1977 into the capital stock of the 
company at $2.78 per share. Accordingly, 900,000 shares have been reserved for the conversion of these 
debentures. Subsequent to September 30, 1977 and until September 30, 1983 the debentures are convertible 
at $4.00 per share. 


Statutory Information: 


The company has nine directors and four officers, two of whom are directors. During the year ended 
December 31, 1973, the aggregate remuneration paid to officers for their services as officers was $28,200. No 
remuneration was paid to the directors for their services as directors. The company is charged a manage- 
ment fee which includes charges for the services of certain officers. 


Earnings (Loss) per Share: 

Fully diluted earnings (loss) per share have not been presented as the effect of exercising the outstanding 
options and conversion privileges would be anti-dilutive. 

Income Taxes: 


In accordance with the recommendations of the Canadian Institute of Chartered Accountants, the company 
has retroactively changed its basis for accounting for income taxes to the tax allocation method. As a result 
the 1972 comparative figures have been restated to show the effect of tax allocation in that year. The net 
profit previously reported of $105,304 has been changed to $83,104 with a corresponding increase of $22,200 
in the deficit. Earnings per share have similarly decreased from those previously reported of $.026 to $.020. 


If the company had not changed its method of accounting for income taxes, the net loss for the current year 
would have been $65,105 and the net loss per share would have been $.015. 


Taxes on income are comprised of the following: 


1973 1972 
Currently payable by a subsidiary $ 6,800 8,000 
Deferred (15,950) 36,000 
$(9,150) 44 000 
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Bankers 


Stock Listing 


John “As-Gameron > i) = ee 
Robert Law, Q.C.- - = = = = = =S | 
Brian Dis Marshall’ 25) 70) 9= ne 
William*EMason = tt) ne 
Wilmot L. Matthews - - - - - - - - 
Williama.O® Parlee. OQ: Gy 
George T. Smith, B-A.Sc.» = = = = = 5 
Donalds Rs Watts = ie ue 


George T. Smith, B.A.Sc. -President - - - - 


John A: Cameron - =" =Vice-President'-. “= = 
Peter M. Oley, P.Eng. - -Vice-President - - - 
Robert Law, Q.C. -  -  -Secretary-Treasurer -— - 


Patrick H. Belliveau, P.Eng. Operations Manager, - 
Petroleum Division 


E. A. F. Trewinnard - -Land Manager,- - - 
Petroleum Division 


Fred Brade - - - -Manager, - - - - 
Flooring Division 


1000 Royal Bank Building, 335 Eighth Avenue, S.W. 


Peat, Marwick, Mitchell & Co.- - - - - - 


Guaranty Trust Company of Canada - - - - 


The Royal Bank of Canada 2) Ses Gare eee 


The Toronto Stock Exchange 


Calgary, Alberta 
Toronto, Ontario 
Toronto, Ontario 
Freelton, Ontario 
Toronto, Ontario 

Edmonton, Alberta 
Toronto, Ontario 


Toronto, Ontario 


Toronto, Ontario 
- Calgary, Alberta 
- Calgary, Alberta 


Toronto, Ontario 


- Calgary, Alberta 
- Calgary, Alberta 


Hamilton, Ontario 


- Calgary, Alberta 


Toronto, Ontario 


- Vancouver, B.C. 
Calgary, Alberta 
Toronto, Ontario 


Toronto, Ontario 
Calgary, Alberta 


ie 
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ARSO 


To the Utd 


Consolidated net income for the six months 
ended June 30, 1973, was $118,950 or 2.9 cents 
per share. Included in the Company’s overhead 
were the costs of a gradual buildup of staff 


and facilities in preparation for the expanded 


development of the western Canadian gas and oil 


properties. Substantial funds were expended | 


during the second quarter in this area of activity. 
In order to increase working capital additional 
bank lines of credit have been established on the 
basis of the positive results of the drilling pro- 
gramme and the mortgage receivable was sold in 
July, 1973, for approximately $93,000. 


Drilling activity during 1973 has resulted in 


forty-three successful gas wells of sixty-four 


drilled and four oil wells of four drilled. Gas 
production is planned to commence by January, 
1974, in the Bantry, Westlock, Viking and Hor- 
sham properties, and some oil production has 
begun from the Bantry area with further testing 
to be undertaken in the fall. Contracts have been 


renegotiated to twenty-six cents per Mcf on the 


Jarrow, Bantry and Viking properties. 
The Company has completed its evaluation of 


the five companies in Alberta referred to in the 
Annual Report and intends to exercise the option 
_to purchase the shares of these companies on 
- completion of the private placement of debt and 
equity securities of the Company presently being | 
undertaken by Fry Mills Spence Limited. The | 


formal closing of this financing would take place 
simultaneously with the formal closing of the 
acquisition of the shares of these companies. 


Based on the completion of the purchase of the 
five companies referred to above and the signifi- 
cant results achieved in the Company’s current 
drilling programme, it is estimated that cash flow 


in 1973 should exceed $200,000 and in 1974. 


should approach $1.5 million. 


For the Board of Directors 


GEORGE T. SMITH 
President 
August 16, 1973 
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CONSOLIDATED STATEMENT OF SOURCE 


AND APPLICATION OF FUNDS 


Six Months Ended June 30, 1973 
With Comparative Figures for 1972 


(Unaudited) TAN 
1973. 1972, 
Funds provided: — — Mi ee| 
Operations: 
Net: profat hye Pe a $ 118,950 $ 183,386 
Add charges not involving © 
funds: 
Depreciation and amor- SAG GE i} 
IZATION OE CL d 9,797 Tee Ae] toy 
Project exploration ex- 


penses written off ... (267) |°' 1,000 


$ 10,064 $ 10,985 


ee 


$ 129,014 $194,371 


Reduction of long-term portion 


of mortgage 0.0...) ../, OPES S 2 .1e sit PUNK) 


Increase in long-term portion of 
bank loans ....0.08 0400. | 55,600 —) 
Proceeds from sale of fixed 


assets (irae cAublitiens Hh — A AISBON NY) i 


Proceeds from issue of share hie 
Capital ye Ove hee 35,625 
Proceeds from sale of invest- Whee 
ment in oil company ...... 36,000 eee 


| $ 129,960 $ 3,475 
Total funds Bite .. $258,974 $197,846 


Funds used: 


Reduction in non-current bank 
advances and accounts pay- 


A UU CT 25,000 70,000. 


able 
Purchase of fixed assets .... 2,474 — 
Project exploration expenses, 


net of amounts recovered 499,971, 57,907 i 


Investment in option purchase 


and investigation hag Ua ( 38,529 i ' 
Expenses on issue of shares . 736 — 
Total funds used ...., $ 566,710 $127,907 


Net increase (decrease) 


in working capital ... $ (307,736) $ 69.939 | 


hibit capital, beginning of 


ER URED $304,014 $345,933 
Working capital, end bf year .. (3,722) 415 5,872 


Net increase tari 


SSS 


in working capital ... $ (307,736) $ 69,939 Ht 


| Six Months Ended June 30, re EMMY my 
With aware eal iin 1972 lif 
Hhvatriniwsiine ih i vi th 
Net sales: APIA, alee 
Oil and natural gas ... Kt 1B OTT 22 ie 
Parquet flooring ss enten hs 253,869 26: 
| $285,591 
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‘Merland Exploratio 
‘Limited — VN 


AND SUBSIDIARIES 
CONSOLIDATED STATEMENT OF PRO 
_ AND LOSS AND ‘DEFICI vin 


Net Tet (loss) from opera. Ay 


Mi tions before the aativieni a: eT Flusahyy (le 
Aik | stern: N/a OU TULA NCSL — 
AY URITITMITI) ri Mh — 
Depreciation and amortiza- iy hi 
Hon) aM ae RRR 9,797 ( 
Interest 2... ...5.. Habe EEe DE 21508 il 
| td Tae aA 
Net profit (loss) from. RT Kit ra) TUPRY 
operations ......... $ (36,863) ‘§ ik 2 ii 
HAG PLEIN ETO Gi aoe 
Other income (charges): f) an) Hiv ma ii 
| _ Gain on sale of interests in I rh NVI 
projects (net) ........ ) 106, 55 f 
Profit on sale of securities — A eee LD 
Decrease in provision for EN A il { 
decline in value of MTs 0) 111) ang ; ali 
ketable securities ......0 = aby 32,5 } 
Project exploration expenses est Aa A tt 
written!) off LP Ai iy (1,000), 
Interest and dividends Nf B27 AY 
Other) CAC ea reas Raatanh NONE 47, 
ne a ' ——_  ———__. 
$158, ae ; 191,856 
Net profit) before income | Wath i} { Maia} yy 
y taxes | Neigielsjetie be dela $ $ Hom ‘5 teases 
Income taxes ae . My Misi GH 3088 ik ve 1,200. 
, th | Geet aa Hi — aPhes ie 
Net profit ........... § 118 950 $1833 


$ 183,386 
Deficit, beginning of etiod a 020,837), Gls 126,140 
Deficit, end of period . ry, Ss 942 


i Haraiaes per niet Cen 4! 


